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SUMMARY 


Tunisia enjoyed another year of satisfactory economic growth in 1981, the last 
year of the Fifth Five Year Development Plan. The economic outlook has been 
brightened by promising petroleum discoveries and the establishment of new 
institutions to facilitate capital transfers from wealthy Arab countries. The 
Tunisian Government continues to struggle, however, with an agricultural sector 
performing far below capacity, increasing unemployment, and a chronic trade 
deficit. The Government is tackling its major economic problems head-on in 

the new development plan with sound investment policies and a series of reforms 
designed to reduce government controls in key areas. Although there have 

been improvements in its relative position, the United States continues to 

lag behind Europe in the development of commercial ties with Tunisia. 


PART A. CURRENT SITUATION AND TRENDS 


1. 1981 IN REVIEW 


On balance, 1981 was a good year for Tunisia. Against a backdrop of political 
stability, the economy continued to grow steadily, achieving a real GDP growth 
rate of 6.5 percent in dinar values. Despite concerted efforts to correct them, 
major problems of unemployment and agricultural stagnation still face the 
Tunisian Government. The political process was liberalized somewhat, and the 
Tunisian body politic displayed a desire for continued progress in this direction. 
As a result of a substantial wage increase, the labor sector remained peaceful, 
although numerous strikes occurred. In sum, the Tunisian Government displayed 

an ability to respond to popular needs without falling victim to the major 
systemic problems it faces, 


RECENT POLITICAL DEVELOPMENTS: 


President Bourguiba, who is Chief of State and President for Life, appointed 
Mohamed Mzali Prime Minister in April 1980. In the intervening two years, Mzali 
has continued his predecessor's disciplined and businesslike approach to economic 
policies and has encouraged gradual political and social liberalization within 
the country. In November 1981, the first contested national legislative election 
in Tunisian history resulted in an overwhelming victory for the ruling party, 

but many observers questioned the accuracy of the official results. The 
normalization of the status of the trade union federation continued with the 
release from house arrest of federation leader Habib Achour. In the area of 
foreign policy, the relationship with neighboring Libya was cool but correct, 

and relations with Algeria were good. Tunisia also recorded impressive successes 
in its relations with moderate Arab states, particularly in the area of financial 
ties. France continued to be far and away Tunisia's most important trading 
partner, and the relationship between the two countries continues to be very 
close. Relations between Tunisia and the United States, excellent for a 

quarter century, were strengthened in the area of security cooperation with 

the establishment of a joint United States-Tunisian military commission. 

Although political and economic problems persist, Tunisia remains a country 

noted for stability and a quality of life superior to that found in other 


areas of the region. 
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PUBLIC FINANCE: 
ntral government deficit was $414 million in 1981, an 11 percent 


in dinar value over the previous year. As in past years, the 
deficit was financed by domestic borrowing. 


_WAGES AND EMPLOYMENT: 


Tunisian Government bowed to social pressures in early 1981 with a 22 
percent increase in the wage level and a pledge to not increase prices on 
basic foodstuffs before the end of the year. Of nearly 60,000 new workers 





entering the labor force in 1981, 48,000 found jobs. The Government's 
estimates of an unemployment rate of 12.9 percent are highly optimistic 
and based on very narrow definitions ignoring heavy underemployment in 
both rural and urban areas. 


Despite the high unemployment rate, the national labor union is one of the 
country's strongest institutions. After a period of dormancy following 
Civil disturbances in 1978, the union has now resumed the active role it 
has traditionally played in Tunisian society. 


2. OUTLOOK FOR 1982 


The first year of the Sixth Development Plan (1982-86) and the Third 
Development Decade (1982-91), 1982 will preview the Tunisian Government's 
new approaches to planning while seeing the conclusion of many projects 
begun during the Fifth Plan. That a change in orientation has taken place 
is most obvious in the new plan's reduced performance goals; whereas 
initial targets for average annual GDP growth for the Fifth Plan were 7.5 
percent, the Sixth Plan calls for an annual increase of 6.7 percent. The 
projected increase for 1982, 5 percent, is even less. An expected decline 
in petroleum revenues and recognition of the stagnation in the agricultural 
sector are largely responsible; projections call for virtually no growth in 
agricultural output in 1982. Industrial output is targeted to grow by 9 
percent, and an investment ratio of 30 percent of GDP is projected. In sun, 
the Tunisian economy will experience a year of respectable performance, 
while planners fine-tune the new Development Plan and focus on reforms in 
several key areas. 


GDP GROWTH: 


The Government's projection of a 5 percent increase in real GDP in 1982 is 
based on four major assumptions: (a) that agricultural production will only 
increase by four tenths of one percent (due in part to a projected 38 percent 
decline in olive production); (b) that petroleum output will decline only 
slightly, from 5.4 million tons in 1981 to 5.3 million tons in 1982; (c) that 
receipts from tourism will increase by 5.5 percent; and (d) that manufacturing 
output will increase by 9 percent. 


INVESTMENT : 


The projected level of investment in 1982 is $2.8 billion or 30 percent of 
projected GDP. This represents an increase of almost $300 million over 
initial planning levels, due largely to greater anticipated petroleum 
exploration efforts. Projected investment in agriculture and fishing is 
$392 million, nearly half of which is infrastructure, primarily three large 
dams begun during the Fifth Plan (Sidi Salem, Sidi Saad and Joumine) and 
three others to be commissioned this year (Ghezala, Sejnane and Lebna). Of 
the $210 million destined for agricultural production, nearly a third will 
go to irrigated perimeters and livestock. Investment in non-manufacturing 
industries is set at $734 million. Of this amount, nearly two-thirds will 
be in the petroleum sector, chiefly for exploration operations and the 
expansion of the refinery at Bizerte. Roughly 10 percent of investment 
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a continuation of the erosion in the terms 
Export prices are expected to increase 5 
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business borrowing. Even so, the merchandise trade deficit is staggering, 
expected to increase by 14 percent in 1982 to $1.52 billion. Thanks in part 
to an expected increase in tourism receipts, the entry into service of the 
transcontinental gas pipeline, new hati iaces requiring Tunisian-based 
companies to insure shipments with Tunisian companies, and new efforts to 
encourage Tunisian workers abroad to use Tunisian banks, the current account 
deficit is expected to increase by only 8 percent to $680 million. This 
deficit will be financed, it is hoped, from an expected $1 billion in 





foreign capital inflows, $400 million of which will be direct investment 
(primarily oil exploration operations and equity participation by the joint 
Arab banks), $340 million in concessional loans and grants, and $260 

million in medium-term loans (partly through the joint Arab banks). 
Anticipated capital outflows of $320 million would result in no change in 
Tunisia's foreign exchange reserves, which at $381.6 million would represent 
the equivalent of one month's projected imports of goods and services. 
External debt in 1982 is expected to reach $2.99 billion or 32.6 percent 

of GDP. The anticipated debt service ratio is 1238. Unexpected heavy 
inflows of foreign direct investment helped keep Tunisia from turning to 
expensive Eurodollar financing in 1981, and anticipated continuation of 

these inflows will help keep the economy's Eurodollar needs minimal in 1982. 
Moreover, a leading cause of the increased foreign investment in 1981, oil 
exploration is beginning to show results that could forestall the need for 
heavy foreign borrowing later in the decade. In light of discoveries made 

in late 1981, forecasts that Tunisia would be a net energy importer by the 
mid-1980's have been adjusted backward by about five years. The joint Arab 
investment banks, too, are beginning to make their presence felt and could 
easily account for 5 percent of total Sixth Plan investment, if suitable 
projects are identified. Both developments could have a darker side, however, 
if they turn the attention of Tunisian planners away from much-needed reforms 
in the agricultural sector, wherein Tunisia's best chances for future balance 
of payments security lie. 


MONEY AND FINANCE: 


The 1982 central government budget reflects the priorities of the Sixth Plan 
as well as the realities of the Government's wage and price policies of the 
past year. Unlike last year's budget, which attempted to hold current 
expenditures to the previous year's level in real terms, 1982's budget 
provides for a 17.6 percent increase in current expenditures to $1.59 
billion. After investment expenditures are included, the $2.88 billion 
budget represents a 17 percent increase over 1981's final budget package. 
The principal reasons for the heavy increase are emplovment creation (10,000 
new jobs in the public sector), a burgeoning public payroll (due to a 
general wage increase adopted in April 1981) and increased Government 
subsidies for many basic materials. As was the case last year, capital 
expenditures are to increase sharply--to $1.29 billion, a 16.4 percent 
increase over 1981's final budget. Given the number of new projects 
scheduled to be started during this first year of the new five year plan, 
this increase is not surprising. Revenues are expected to rise by 16.2 
percent over 1981's level. of $2.34 billion, which would cover current 
operations and $1.05 billion of the capital budget. The Government plans 

to finance the $522 million deficit through domestic borrowing ($332 million), 
foreign assistance ($100 million) and foreign borrowing ($90 million). 
Through this combination of more taxes and external borrowing in 1982, the 
Government intends to maintain a monetary policy of holding the rate of 
monetary expansion to that of nominal GDP growth. 
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The ye 32 is first year of the Sixth Development Plan (1982-86). 
While the Plan will not be finalized until mid-year at the earliest, the basic 
assumptions d precepts upon which it is based are known and were important 





considerations in the drafting of the 1982 budget. At 6.7 percent, the 
projected average annual growth rate in GDP is well below the 7.5 percent 
target of the Fifth Plan, but realistically very close to actual Fifth Plan 
performance. The five year investment target of $16 billion would represent 
an average annual investment rate of 30 percent of GDP, in this case somewhat 
higher than Fifth Plan targets, but again near actual performance. Industrial 
output is targeted to rise by 12 percent annually, agricultural output by 

5S percent. The current account deficit is to remain at or near 5.6 percent 
of GDP, and the debt service ratio is to increase gradually to around 14.5 
percent by 1986. The great unknown is what the investment performance of 

the private sector will be. An excess of controls, with government rather 
than enterprises setting prices at almost every tracking point in the economy, 
will continue to inhibit private investment in many sectors. Where govern- 
ment controls are least pervasive, as in construction, or where investors 
have been able to negotiate satisfactory regulations, as in many foreign 
investments, private investment will continue to be very good. 


Three fundamental priorities are to guide the planning process during the 
next five years--employment, decentralization and balance of payments 
equilibrium. Three major obstacles are seen as standing in the way of 
progress towards meeting these priorities--a projected increase of 64,000 
new workers in the labor pool each year and the chronic tendencies of 
consumption to outstrip GDP growth and imports to outpace exports. The new 
Sixth Plan emphasis is on reform--attacking the complex social and economic 
issues standing in the way of development through a sophisticated and 
comprehensive system of incentives and disincentives. The Plan will contain 
specific programs to reduce unemployment and promote exports. In addition 
to these two areas, comprehensive programs for fiscal reform, decentralization, 
regional development and reform of the financial system are all in the 
planning stage at present. Very important are the steps being taken to 
improve performance in the stagnant agricultural sector. The Government 

is increasing foreign exchange allocations for imports of nitrogenous 
fertilizer, and even more significantly is taking steps to encourage its 
wider distribution and sale. Tunisia's current use per arable acre of 
nitrogenous fertilizer is very low--and these measures should sharply 
increase the productivity of Tunisia's farms, leading to important improve- 
ments in rural employment and decreases in overall import requirements. 


PART 85. I) 


{PLICATIONS FOR AMERICAN BUSINESS 
Tunisia, a market often overlooked by American business, continues to provide 
good commercial opportunities in both trade and investment. Tunisian 

imports recorded another year of strong growth in 1981, and a new investment 


promotion law was enacted in mid-year. 


1. EXPORTS 


Tunisian imports grew by nearly 30 percent in 1981, to $3.65 billion. 
Despite the Government's efforts to brake the rapid growth, the industrial 
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materials, open pit mining equipment, food processing equipment, agricultural 
equipment, drip irrigation equipment, water drilling equipment, oil refinery 
equipment, and airport and seaport equipment. 


2. INVESTMENT 


For an American company wishing to establish operations in North Africa, 
Tunisia offers an attractive investment climate, efficient public services 
and pleasant living conditions. Since 1972 the Tunisian Government has 
encouraged foreign investment through a series of investment promotion laws, 
and the most recent, passed in 1981, is the most liberal to date. The laws 
distinguish between two types of investments--companies producing for the 
domestic market and companies producing for export only. Firms producing 
for export only receive tax, duty and exchange control advantages, and 

their activities are governed by the Export Investment Code of 1972, which 
permits 100 percent foreign ownership. Companies producing for the domestic 
market are governed by a 1974 code that was revised significantly in 1981. 
Such firms must be joint ventures, and in most cases must have majority 
Tunisian ownership. The 1974 law provided for tax and other advantages based 
on employment creation. The 1981 law added to the earlier law special 
incentives for investors: (a) locating in underdeveloped regions, (b) 
manufacturing high technology products, or (c) exporting a portion of output. 
The Investment Promotion Agency (API) administers the various investment 

laws and assists new investors in setting up their projects. Apart from 

the incentives contained in the investment laws, Tunisia offers political 
stability, a surplus of semi-skilled labor, relatively moderate wages, 
preferential access to the Common Market, and a well-developed infrastructure. 
Additionally, the newly formed Arab-Tunisian investment banks are anxious 

to develop new projects using U.S. technology, and opportunities for partic- 
ipation in the banks' projects are beginning to develop in several sectors. 


In additional to many of the disadvantages facing American exporters, U.S. 
investors also bear certain tax burdens not shared by investors from countries 
that have tax treaties with Tunisia. On the corporate side, U.S. firms pay 
much higher profits taxes due to the absence of a treaty eliminating double 
taxation and personal taxes for U.S. employees are assessed on worldwide 
income, which is defined by Tunisian authorities to include allowances 
received for overseas living expenses and foreign taxes (thus resulting in 
taxes on taxes). This burden alone can be enough to discourage U.S. companies 
from investing in Tunisia. Progress on the resolution of both issues has 

been slow, as the Ministry of Plan and Finance is preoccupied with a 
comprehensive revision of the domestic tax code. 


U.S. investment in Tunisia continued at a low level in 1981l--around $5 
million in equity. American oil firms are also spending over $100 million 
per year on exploration, and two discoveries made in 1981 may result in 
investments in production within the next twelve months. An American auto- 
mobile manufacturer has agreed to participate in an automobile/light truck 
assembly plant to open in late 1983; this project will increase U.S. equity 
investment to around $30 million. Four U.S. banks and three U.S. accounting 





firms have offices in Tunis. As the joint Arab investment banks begin 

to identify and develop new projects, there will be increased investment 
opportunities for U.S. firms in such sectors as food processing, agri- 
business, and manufacture of high technology items like electronic goods 
and plastics. One of these banks is a partner in the automobile assembly 
project described above. 


Americans interested in developing business in Tunisia should contact the 
United States Department of Commerce, Office r East (ONE), 
Washington, D.C. 20230, telephone (202) 377-57 

also maintains district offices throughout the United States staffed by 

trade specialists who can assist U.S. companies engaged in international 
commerce. The Tunisian Government closed its investment. and export 

promotion office in New York in 1981, but the Tunisian Embassy in Washington 
can assist with business matters. The Embassy's address is 2408 Massachusetts 
Avenue, N.W., Washington, D.C. 20008, telephone (202)234-6644. The Tunisian 
Investment Promotion Agency (API) can be contacted directly at 7 Rue de 
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L'Arabie Seoudite, Tunis. 





